An increasing number of manufactures are shifting some stages of the production processes offshore. This study investigates the effects of offshoring on productivity in Japanese manufacturing industries for the period 1988-2004. Offshoring measures are constructed using data taken from the Japanese Input-Output Tables and   Trade Statistics. Material offshoring, as measured by an import share of intermediate material inputs, has steadily increased during the period, with a pronounced increase in offshoring to Asian countries. In a wide range of specifications, we find significantly positive correlations between the material offshoring and productivity at the industry level. The estimates are particularly robust for offshoring to Asia. These results suggest that Japanese manufacturing firms extensively developed international division of labor in East Asia, which possibly generated a strong productivity-enhancing effect.
